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CORPORATE PROFILE 


Vortex is a public junior oil and gas exploration company headquartered in 
Calgary, Alberta. Its primary business objective is the exploration, development and 
exploitation of its major prospects, with a growth plan focused on exploration drilling 
activity. Having endured for an 18 month period, one of the longest and most difficult 
downturns in the history of the modem oil industry with little adverse effect, Vortex is 
advantageously positioned for the already remarkable and steadily improving, recovery 
in oil prices. Vortex’s key prospects are situated in the Los Angeles Basin of Southem 
California and in the Western Canadian Sedimentary Basin. 


Vortex has traded on the Alberta Stock Exchange as a regular listed company 
since 1989 under the symbol VRT. At year end September 30, 1998, the company has 
12,088,016 shares issued and outstanding, of which 25% are held by management. 


ANNUAL GENERAL MEETING 


Shareholders and other interested members of the public are invited to attend the 
Company’s Annual General Meeting of Shareholders to be held on Wednesday, June 
30, 1999 at 10:00 a.m. (Calgary Time) at the offices of Carscallen Lockwood, Barristers 
& Solicitors, located at #1500, 407 — 2" Street S.W., Calgary, Alberta 


TRANSFER AGENT AND REGISTRAR 


Investors are encouraged to contact Vortex’s Transfer Agent and Registrar, CIBC 
Mellon Trust Company, for information regarding their security holdings in Vortex. They 
can be reached at: 


CIBC Melicn Trust Company 
P.O. Box 7010, Adelaide Street Postal Station 
Toronto, Ontario M5C 2W9 


Answerline™: (416) 643-5500 or 1-800-387-0825 
(Toll Free throughout North America) 


Fax: (416) 643-5501 
Web Site: www.cibcmellon.ca 
E-mail: inquiries@cibcmellon.ca 


Please note that the company’s supplemental mail list is maintained by Alberta 
Compliance Services Inc., which may be reached at: 


Alberta Compliance Services Inc. 
602, 304 — 8" Avenue S.W. 
Calgary, Alberta T2P 1C2 


Phone: (403) 216-8450 Fax: (403) 216-8459 
E-mail: acs@cadvision.com 


PRESIDENT’S MESSAGE 


Vortex is currently developing several new exploratory prospects in 
Canada, and advancing projects described in detail in the 1997 Annual Report, 
most of which were suspended during 1998 by the well known collapse in oil 
prices and its adverse effect on industry activity and venture capital funding. 
However, the recent rebound in oil prices and continuing strong gas market with 
even more positive projections, supports a much more optimistic outlook for 
Vortex and is expected to greatly expedite the financing of all projects in the 
company’s portfolio. 


The Forum project in the Los Angles Sedimentary Basin of Southern 
California represents the largest component of reserve potential in the Vortex 
suite of plays. In 1998, Vortex increased its working interest in Forum to 30.4% 
from an original 17.2%. Drilling of the second deep test well on the project is 
now scheduled for the first quarter of 2000, depending on completion of 
regulatory and other pre-drilling requirements. 


In Alberta, where the majority of current exploration effort is deployed, an 
inventory of approximately twenty prospects has been generated by Vortex, 
several of which have been upgraded by seismic in 1998. Facilitated by the 
above noted revitalization of exploration, the drilling of at least two of these 
prospects is expe:cted within the next year. 


Vortex continues to evaluate opportunities for producing property 
acquisitions. Also a continuous deal stream of large-scale international 
opportunities are evaluated with a view to long term exponential growth. Vortex 
management is confident that its continuing diligent effort, with the support of its 
highly professional technical consultants and advisory committee, will lead to 
exploration success and financial reward to shareholders. 


| would like to express my sincere thanks to the Vortex shareholders for 
their patient, ongoing support. As well, the considerable dedication and 
contribution Vortex enjoys from each of the directors, staff and advisory 
committee members are as always, greatly appreciated. 


y ee i 
OG k aes AAR 


Alan D. Fraser 
President 
Calgary, Alberta 


May 25, 1999 


OPERATIONS 


ACTIVITY AND OUTLOOK 


Vortex’s ambitious and carefully planned program, as described in detail in the 1997 
Annual Report, was frustrated and delayed by the well known collapse of oil prices, and the 
resultant severe constraints on access to risk venture funding. Fortunately, rebounding oil prices 
and very positive projections for gas, have created a much more optimistic attitude throughout the 
industry and financial community. Vortex’s outlook is to persevere with all projects that were 
curtailed by the above noted market conditions, and to proceed with a number of new 
opportunities. 


The Forum Project (Vortex 30.4% working interest), geologically situated on the 40 mile 
Newport-Inglewood fault trend in the Los Angeles Sedimentary Basin of Southern California is the 
company’s largest play in terms of both reserve potential and cost. Based on geologic control, 
and comparison to other fields along the trend, it is reasonable to estimate potential reserves at 
Forum of upwards of 100 million BOE. Reserve potential of this magnitude justifies patiently 
working through the tedious and very time consuming regulatory requirements of drilling in an 
urban area. 
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In Alberta the company has established an inventory of approximately 20 exploration 
prospects, all within the medium to shallow depth range. Four of these have land in place, and 
along with others, have been refined by seismic control. Vortex expects to see two to three of 
these prospects drilled within the 1999-2000 season. 


Vortex continues to monitor and evaluate the highly competitive producing property 


acquisition market in an attempt to establish immediate cash flow and a reserve base to underpin 
its growth plan through drilling. 


CURRENT PROSPECTS 


FORUM PROJECT, LOS ANGELES SEDIMENTARY BASIN, 
SOUTHERN CALIFORNIA, USA 


Project Update 


Vortex and partners expect to spud the second deep test on the Forum project in early 
2000. The 1998 spud date was delayed in part by the decision to conduct a Hazardous Footprint 
analysis, supplemerital to the Environmental Impact Review (EIR) which was commenced late in 
1997. The Footprint should greatly facilitate the approval process through the various regulatory 
levels and bodies. “he new well targets the Crenshaw prospect, the largest of several structures 
within the Forum project area, mapped with the benefit of additional seismic data and subsurface 
geologic control. Vortex anticipates that Forum will ultimately be revealed to be a geologically 
complicated, multiple pool, world class oilfield, similar to 15 other fields along the Newport- 
Inglewood trend that have total ultimate reserves of 3.8 Billion BOE. 
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Project Background and History 


The Forum Project is situated near the northern end of the Newport-Inglewood fault 
system, which traverses the western part of the Los Angeles Sedimentary Basin. The fault 
system features, a 40 mile linear trend of 15 faulted anticlinal oil fields with ultimate reserves of 
3.8 Billion BOE. The productive portion of the Los Angeles Basin, spanning an area of only 35 by 
50 miles with total reserves of 10.4 Billion BOE, is the richest in the world in terms of recoverable 
reserves per square mile. Despite these statistics, the area receives little recognition or publicity 
because most of the larger fields were discovered in the 1920’s and 1930’s and are in the latter 
stages of depletion. Vortex believes that Forum and quite probably other fields, were overlooked 
in the early phases of exploration, which is not unusual in geologically complicated areas. 


Vortex drilled and operated the 10,500 foot earning well (Turf Redrill #2) in the Forum 
Project in February-March 1995. This well was cased to TD (total depth) and completed as an 
Upper Pliocene, Pico sand oilwell at 2,850 feet. This zone produced approximately 30,000 bbis 
of 26° API oil over a three month period but became uneconomic due to rapidly increasing water 
cut, sanding problems, and surface lease restrictions. Hole conditions prevented conclusive 
testing of numerous deeper and potentially productive zones including the O’Dea, and the well 
was ultimately abandoned in September, 1997. 


1999-2000 Plans: Testing the Crenshaw Prospect 


The Crenshaw structure was selected for the second deep test well on the basis of a 
revised geological interpretation conducted in 1996 by a California based consulting geologist. 
The updated study incorporates all geologic data from the initial Vortex well including dip-meter, 
electric log, and mud log data, newly acquired data on several old wells, and recently purchased 
and reprocessed seismic coverage. 


The Crenshaw prospect, the most attractive drilling target in the Forum prospect area 
delineated by the revised geologic interpretation, will be evaluated with an 1,100 foot test well 
directionally drilled from a surface location 1.5 miles to the south on the Morningside School 
property. This new surface location will facilitate an optimally designed and much more efficient 
drilling and testing program, as compared to the initial well, the Turf #2 Redrill. The initial well 
was by necessity drilled through the surface casing of an old well, and as a result burdened by a 
number of technical problems including restriction of hole diameter, and time constraints imposed 
by the proximity to Hollywood Park Race Track and the City of Inglewood residential area. 


The Crenshaw prospect is the largest and structurally highest feature delineated by the 
new geologic interpretation. It is a faulted anticline with 4 way closure, untested at the crest and 
separated by a major fault from the narrow faulted structure penetrated in a flank position by the 
initial test well. The presence of hydrocarbons on the Crenshaw structure is indicated by the 
Chevron Farrel #1 well, drilled in 1924 on the north plunge of the faulted anticline. This well blew 
out while drilling at a depth of 4,095 feet at an estimated flow rate of 8-10 mmcf/d of gas and 
10,000 — 15,000 bbis of water, demonstrating the typically high deliverability of reservoirs in the 
Los Angeles Basin. The Chevron Farrel well was abandoned because of mechanical problems 
and the lack of interest in natural gas at that time. Seismic indicates that the proposed test 
location on the crest of the Crenshaw anticline is approximately 500 feet structurally higher than 
the Chevron well. 


A discovery at Forum would initiate a development drilling program that would require 
careful planning to most efficiently produce an oilfield that in all probability would feature complex 


ae 


geology, numerous pay zones and multiple pools typical of all other field on the Newport 
Inglewood trend. However, state of the art drilling and production procedures can be expected to 
substantially reduce the ultimate number of development wells that in the past were required to 
effectively drain these high yield reservoirs. 


Conclusion 


The Forum Project, as mapped by topographic expression, subsurface geology and 
seismic, has reservoir attributes and structural dimensions comparable to the 125 Million barrel 
Rosecrans field 3 miles to the southeast, and can logically be expected to have reserves of 
similar magnitude. 


The reserve potential of the Forum Project justifies perseverance by Vortex and partners 
in an extremely difficult urban area and regulatory regime, to bring the project to conclusive 
evaluation. 


CANADIAN EXPLORATION PROSPECTS, 
SOUTHERN AND CENTRAL ALBERTA, CANADA 


Joint Venture 


Vortex’s exploration prospects committed to its joint venture with Lyse Petroleum Ltd., a 
private operating junior oil and gas company, were not advanced operationally in 1998 as 
planned, due to the extremely limited access to new working capital discussed earlier. However, 
the initial group of six Glauconitic channel sands in Southern Alberta which formed the foundation 
for the JV, have now been complemented by the addition of a suite of four medium-depth, high 
reserve potential prospects in Central Alberta. The Central Alberta plays provide Vortex with a 
third core area for growth through drilling. 


Additional seismic data and land are to be acquired on both the Southern and Central 
Alberta prospects through the second half of the 1999 calendar year, to advance them to the 
drilling stage in early 2000. Vortex currently holds an average 40% working interest in 6 Crown 
sections on the Glauconitic plays. The company’s exposure in the Central Alberta prospects will 
be as to a 25% working interest. 


MANAGEMENT'S DISCUSSION AND ANALYSIS 


Vortex’s drilling plans for 1998 were effectively subject to a moratorium, imposed by that 
year’s oil price crash and the associated reticence of the financial markets to fund the Canadian 
oil industry’s capital budgets. These factors resulted in Vortex completing only small, private 
equity financings in 1998, for total proceeds of approximately $500,000. While the results of 
financing efforts were not sufficient to achieve all corporate and operational goals set for 1998, 
Vortex was successful in purchasing an additional 13.2% working interest in its focus project, the 
Forum play in Los Angeles, California. This acquisition exposes Vortex to a 30.4% participation 
in the second deep test well planned for the project in early 2000. In addition, several of the 
company’s Canadian prospects were advanced by the acquisition of seismic data, utilizing private 
placement proceeds. 


Vortex’s income statement reflects a concentration of management’s efforts on both 
corporate and property acquisitions throughout 1998, which while not fruitful, demonstrate a 
continued commitment to balance exploration risk against a cash flow-generating reserve base. 


As exploration companies will generally not receive the benefit of recovering equity 
markets until much later in the cycle, it is expected that Vortex will at that time (late 1999, early 
2000) be in a very good position to attract their interest and support. In the interim, Vortex has 
the favorable opportunity of acquiring both land and seismic at reasonable costs, from a platform 
of one U.S., and two complementary domestic core areas. 


The lifting of the exploration financing moratorium should allow Vortex to proceed with the 
majority of its suspended 1998 operational plans, as well as the pursuit of new prospects 
developed over the past year. Full corporate information and technical discussions of Vortex’s 
exploration strategy may be viewed on the company’s corporate web site at www.vortexen.com. 


MANAGEMENT'S RESPONSIBILITY FOR FINANCIAL 
REPORTING 


The accompanying financial statements, prepared in accordance with generally accepted 
accounting principals, are the responsibility of management. Management has where necessary, 
made informed judgements and estimates of the outcome of events and transactions, with due 
consideration given to materiality. Management acknowledges responsibility for the fairness, 
integrity, and objectivity of all information contained in the annual report, including the financial 
statements. 


As a means of fulfilling its responsibility, management relies on the company’s system of 
internal control. This system has been established to ensure, within reasonable limits, that assets 
are safeguarded, transactions are properly recorded and executed in accordance with 
management's authorization and that accounting records provide a solid foundation from which to 
prepare the financial statements. 


The Board of Directors carries out its responsibility for the financial statements principally 
through its Audit Committee. This committee meets periodically, reviews the scope of the 
external audit, the adequacy of the system of internal control and the appropriateness of the 
financial reporting and then makes its recommendations to the Board. Based on those 
recommendations, the Board of Directors has approved the fin 
ended September 30, 1998. 
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jal yikes for the year 


Alan D. Fraser 
President Chief Financial Officer 


February 4, 1999 


BLEACKLEY HANSON HOWDEN 


CHARTERED ACCOUNTANTS 


Dennis B. Bleackley* Associate: 
Lorne A. Hanson* David M. Smith 
Ingrid A. Howden* 


January 22, 1999 
AUDITORS' REPORT 


To the Shareholders of 
Vortex Energy & Minerals Ltd. 


We have audited the balance sheet of Vortex Energy & Minerals Ltd. as at September 30, 
1998 and September 30, 1997 and the statements of operations and deficit and changes in 
financial position for each of the years then ended. These financial statements are the 
responsibility of the Company's management. Our responsibility is to express an opinion on 
these financial statements based on our audit. 


We conducted our audit in accordance with generally accepted auditing standards. Those 
standards require that we plan and perform an audit to obtain reasonable assurance whether the 
financial statements are free of material misstatement. An audit includes examining, on a test 
basis, evidence supporting the amounts and disclosures in the financial statements. An audit 
also includes assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation. 


In our opinion, these financial statements present fairly, in all material respects, the financial 
position of the Company as at September 30, 1998 and September 30, 1997 and the results of 


its operations and the changes in its financial position for each of the years then ended in 
accordance with generally accepted accounting principles. 


Chartered Accountants 


Calgary, Alberta 


#462, 301 - 14 Street N.W., Calgary, Alberta T2N 2A1 * Telephone: (403) 270-3802 * Fax: (403) 270-3830 
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VORTEX ENERGY & MINERALS LTD. 
BALANCE SHEET 


ASSETS 
Current assets: 


Cash $ 42,902 
Accounts receivable 14,036 
Prepaid rent jeg 51 
Advance to officer and director (Note 3) - 
58,689 
Investment in marketable securities, (Note 2) 3,000 
Office and computer equipment, net of accumulated 
amortization of $13,311 (1997 - $7,728) 15,574 
Oil and gas properties, at cost (Note 2) 1,929,859 
Incorporation costs 832 _ 
$ 2,007,954 


LIABILITIES AND SHAREHOLDERS' EQUITY 


Current liabilities: 


Accounts payable and accrued liabilities $ 92,823 
Advances from officer and director (Note 3) ea 
92,823 
Shareholders' equity: 
Share capital (Note 5) - 
Authorized - 
An unlimited number of voting common shares 
An unlimited number of non-voting preferred shares 
Issued - 
12,088,016 (1997 - 10,184,016) common shares 2,536,435 
Deficit (621,304) 
1,915,131 
Commitments and contingencies (Notes 8 and 9) 


$ 2,007,954 


APPROVED BY. THE BOARD: 


fer ean 
(We Qos vice 


September 30 
1997 


$ 213,198 
37,409 
3,814 


23,000 


277,421 
29,731 


15,986 
1,384,006 


832 
$ 1,707,976 


$ 29,000 
15y153 


42,153 


2,071,443 
(405,620) 
1,665,823 


$ 1,707,976 


VORTEX ENERGY & MINERALS LTD. 
STATEMENT OF OPERATIONS AND DEFICIT 


Year ended September 3 
1998 1997 
Revenue: 
Interest income $ - $ 3,915 
Expenses: 
Bank charges and foreign exchange leg 72 163 
California franchise taxes 1,178 1,110 
Consulting fees 28,276 - 
Insurance 6,752 7,553 
Management fees - 8,500 
Deductible interest and penalties (Note 5) 32,500 - 
Office and administrative 22,409 26,463 
Office rent and parking 24,974 18,413 
Professional fees 44,797 11,850 
Salaries and employee benefits 127 35,447 
Shareholder relations 20,585 10,475 
183,370 119,974 
Loss for the year before the following 183,370 116,059 
Amortization 5,583 3,858 
Write-down of marketable securities 26,731 - 
32,314 3,858 
Net loss for the year 215,684 119,917 
Deficit, beginning of year 405,620 285,703 
Deficit, end of year $ 621,304 $ 405,620 


Loss per share $ 0.018 $ 0.012 


VORTEX ENERGY & MINERALS LTD. 
STATEMENT OF CHANGES IN FINANCIAL POSITION 


Y nd mber 
1997 
Cash provided by: 
Operating activities: 
Net loss for the year $ (215,684) $2 (19-901) 
Add: Items not involving cash - 
Amortization 5,583 3,858 
Write-down of marketable securities 26,731 - 
Cash deficiency from operations (183,370) (116,059) 
Net changes in certain non-cash working capital items 99,106 73,754 
(84,264) (42,305) 
Financing activities: 
Issuance of shares and warrants, net of related costs 464,992 388,967 
Investing activities: 
Acquisition of U.S. oil and gas properties (378,984) (93,844) 
Acquisition of Canadian oil and gas properties (166,869) (121,048) 
Acquisition of office and computer equipment (5,171) (8,648) 
(551,024) (223,540) 
Increase (decrease) in cash for the year (170,296) 1233322 
Cash at beginning of year 213,198 90,076 


Cash at end of year $ 42,902 $ 213,198 
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VORTEX ENERGY & MINERALS LTD. 


NOTES TO FINANCIAL STATEMENTS 
SEPTEMBER 30, 1998 


Future operations: 


These financial statements have been prepared on a going concern basis which 
contemplates the realization of assets and the payment of liabilities in the ordinary course 
of business. Should the Company be unable to continue as a going concern, it may be 
unable to realize the carrying value of its assets and to meet its liabilities as they become 
due. 


As the Company does not have an internal revenue source of cash flows, future operations 
of the Company are therefore dependant upon finding economically recoverable oil and gas 
reserves or the continued availability of favorable trade credit and equity financing. 


The accompanying financial statements do not include any adjustments relating to the 
recoverability and classification of recorded asset amounts and classification of liabilities 
that might be necessary should the Company be unable to continue in existence. 


Significant accounting policies: 
Oil and gas operations - 


The Company follows the full cost method of accounting for oil and gas operations 
whereby all costs of exploring for and developing petroleum and natural gas reserves are 
capitalized. Costs include land acquisition costs, geological and geophysical costs, 
carrying charges on non-producing property, costs of drilling both productive and 
non-productive wells, production equipment, related overhead costs, and capitalized 
interest related to unproven properties and major development projects. Such costs, net of 
proceeds from minor disposals of property, are accumulated and will be depleted on a 
unit-of-production method based upon estimated proven net reserves. In calculating 
depletion, oil reserves will be converted to equivalent units of natural gas based on the 
relative energy content of each product. Costs of acquiring and evaluating unproven 
properties and major development projects are excluded from the depletion calculation until 
it is determined whether or not proven reserves are attributable to the properties, the major 
development projects are complete, or impairment occurs. No depletion is recorded as all 
of the Company’s oil and gas properties are non-producing. 


Gains or losses are recognized upon the sale or disposition of properties when proven 
reserves of those properties are significant in relation to the Company's total reserves. 


All the Company's petroleum and natural gas exploration, development and production 
activities are conducted jointly with others. These financial statements reflect only the 
Company's proportionate interest in such activities. 


Notes 
Page 2 


2. Significant accounting policies (Continued): 


Foreign currency translation - 


Foreign currency transactions and balances of the Company are translated using the 
temporal method. Under this method, monetary assets and liabilities are translated at year 
end rates, non-monetary assets and liabilities at rates prevailing at the transaction dates. 
Revenues and expenses are translated at the average rate for the year. 


Amortization - 


Office equipment is amortized on the declining balance method at 20% per annum. 
Computer equipment is amortized on the declining balance method at 30% per annum. 


Investment in marketable securities - 


Long-term investments in marketable securities are carried at the lower of cost or net 
realizable value. 


Use of estimates - 


The preparation of financial statements in conformity with generally accepted accounting 
principles requires management to make estimates and assumptions that affect the reported 
amounts of assets and liabilities and disclosures of assets and liabilities at the date of the 
financial statement and the amount of revenues and expenses recorded during the reporting 
period. Actual results could differ from those estimates and these differences could have a 
significant impact on the financial statements. 


Fair value of financial instruments —- 


The fair value of financial instruments is determined by reference to various market data 
and other valuation techniques as appropriate. The Company’s financial instruments 
consist of cash, accounts receivable and accounts payable. The fair value of financial 


esa is not estimated by management to be materially different from the carrying 
value. 


. Related party transactions: 


The Company paid one of it's directors $Nil (1997 - $12,750) for geological consulting 
fees which were capitalized as part of oil and gas properties and $Nil (1997 - $8,500) for 
management fees. In addition, in 1997 the Company loaned to the same director an 


amount of $23,000. This loan was non-interest bearing and was fully repaid in the first 
quarter of 1998. 


The Company paid another of it's directors $127 (1997 - $33,333) in salary and benefits 
and $Nil (1997 - $1,400) in consulting fees. In addition, in 1997 the same director 


advanced the Company $10,000 during the year. This advance was fully repaid in the first 
quarter of 1998. 


4. Income taxes: 


Notes 
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The Company has tax losses of $532,203 available to reduce future years' Canadian 
taxable income. If not utilized, these losses will expire as follows: 


Potential income tax benefits resulting 
recognized in these financial statements. 


: 17,950 
: 31,758 
: 26,954 
: 37,407 
: 97,286 
- 135,654 
- __ 185,194 


$_532,203 


from utilization of these losses have not been 


The Company has undeducted Canadian oil and gas property expenses of $235,099, 
Canadian exploration expenses of $79,770 and foreign exploration and development 


expenses of $1,608,863. 
5. Share capital: 


(a) Issued: 


Number 


Common shares: 
Balance, beginning of year 


Issued for cash by private 
placement 


Flow-through shares issued 
for cash 


Issued for settlement of 
debt 


Reserved by Series I 
special warrants 


Reserved by Series II 
special warrants 


Balance, end of year 


10,184,016 $2,093,251 


640,000 


32,000 


500,000 


woe 
12,088,016 $2,569,251 


1998 1997 
Proceeds Number 


Proceeds 
8,554,233 $1,682,476 
760,000 190,000 
861,834 218,550 
7,949 2229 


183 : : 
10,184,016 $2,093,251 


Notes 
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5. Share capital (Continued): 
(a) Issued: ' 
umber Pr Number Pr 
Warrants: 
Balance, beginning of year 1,210,917 - 1,210,917 - 
Common share purchase 
warrants 100,000 - - = 
Reserved by Series I 
special warrants 250,000 - ~ - 
Reserved by Series II 
special warrants IEP: : : : 
Balance, end of year 2,292,917 - 1,210,917 - 
Less: Cumulative share and 
warrant issue costs - (32,816) - (21,808) 
- $2,536,435 - $2,071,443 


Cost of flow-through shares has not been adjusted for deferred tax liabilities as the 
Company has sufficient losses carried forward to eliminate estimated taxes on renounced 
qualifying expenditures. 


Each Series I special warrant is convertible to one common share and one-half common 
share purchase warrant. Each Series II special warrant is convertible to one common share 
and one common share purchase warrant. Under both Series, each common share purchase 
warrant is exercisable at $0.35 per common share for a 2 year period. As at year end, no 


Series I or Series II special warrants were converted, and all reserved common shares are 
unissued. 


(b) Outstanding warrants at year end: 


Exercise Expiry 
Number Price — Date = 
Common share purchase 
warrants: 410,917 $ 0.30 Mar. 1, 1999 
800,000 0.35 Sept. 30, 1999 
100,000 0.35 Mar. 16, 2000 
Reserved by Series I special 
warrants: 250,000 $ 0.35 Apr. 3, 2000 
Reserved by Series II special 
warrants: 572,000 $0535 Apr. 20, 2000 


160,000 0.35 May 6, 2000 
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5. Share capital (Continued): 


(c) 


(d) 


(e) 


Outstanding stock options at year end: 


Amount Price Expiry Date 

366,000 $ 0.28 July 15, 2000 
50,000 $ 0.28 August 1, 2001 
30,000 $ 0.28 September 15, 2001 
80,000 $ 0.17 October 31, 2002 

546,500 $ 0.16 March 11, 2003 


In January 1999, the purchase price for the 546,500 stock options expiring on March 
11, 2003 was amended to $0.10 per share. 


Pursuant to flow-through share offerings, the Company has renounced $328,550 of 
qualifying expenditures for the 1997 tax year. During the year, $50,000 of 
qualifying expenditures was renounced for the 1998 tax year. To September 30, 
1998 the Company has incurred $118,066 of qualifying expenditures, and has a 
commitment to incur $210,484 before January 1, 1999 and $50,000 before January 1, 
2000. 


The Company did not incur the total additional qualifying expenditures of $210,484 
before January 1, 1999 pursuant to flow-through share offerings. These flow-through 
share agreements do not indicate actions required by the Company for a failure to 
comply in full with these agreements. A provision of $32,500 has been recorded for 
interest and penalties payable to Revenue Canada. Management is aware of the 
situation and is currently in the process of remedying the failure to comply in full 
with these agreements. 


In December 1998, the Company issued a flow-through share offering of 240,000 
flow-through common shares at $0.25 per share for proceeds of $60,000. Pursuant 
to this offering, management intends to renounce $60,000 of qualifying expenditures 
in February, 1999, for the 1998 tax year. 


6. Segmented information - 


Cost and Net Book Value 


1998 1997 
Canadian Cost Centre oil and gas properties $ 290,544 $ 123,675 
U.S. Cost Centre oil and gas properties 1,639,315 1,260,331 


$ 1,929,859 $ 1,384,006 


10. 


Notes 
Page 6 


Uncertainty due to the Year 2000 Issue - 


The Year 2000 Issue arises because many computerized systems use two digits rather 
than four to identify a year. Date-sensitive systems may recognize the year 2000 as 1900 
or some other date, resulting in errors when information using year 2000 dates is 
processed. In addition, similar problems may arise in some systems which use certain 
dates in 1999 to represent something other than a date. The effects of the Year 2000 
Issue may be experienced before, on, or after January 1, 2000, and, if not addressed, the 
impact on operations and financial reporting may range from minor errors to significant 
systems failure which would affect an entity’s ability to conduct normal business 
operations. It is not possible to be certain that all aspects of the Year 2000 Issue 
affecting the entity, including those related to the efforts of customers, suppliers, or other 
third parties, will be fully resolved. 


Commitments: 
The Company occupies leased premises under a long-term operating lease expiring in 


August 2002. At September 30, 1998, the minimum lease payments over the remaining 
term of the lease were as follows: 


1999 So eb lg ey 
2000 - $ 12,020 
2001 - $ 12,803 
2002 =e 11736 


Contingent liabilities: 


The Company failed to incur the total remaining commitment of $210,484 of qualifying 
expenditures before January 1, 1999 as required in flow-through share offerings. A 
provision of $32,500 for interest and penalties payable to Revenue Canada has been 
recorded in accounts payable. Upon review of the flow-through share subscription 
agreements, the Company’s legal counsel believes that a potential liability exists in an 
amount equal to the increase in income taxes payable associated with the reduction in 
renounced qualifying expenditures of the subscribing shareholders. This amount cannot 
be accurately determined at present. 


Comparative figures: 


Certain 1997 figures have been restated to conform to 1998 presentation. 
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